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SHARPENING THE FOCUS

The Medici Building
3284 Northside Parkway, NW

Atlanta, GA

Donald A. Miller, CFA
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| ; SHARPENING THE FOCUS

FOCUSED MARKETS STRATEGY

2005

50%

*Central
Business
District and
Urban Infili

50%

*Suburban

37 MARKETS

18 EXITED:

¢ Seattle

e Tacoma

¢ Salt Lake City
¢ San Antonio

¢ Memphis

* Knoxville

¢ Jacksonville
¢ Fort Myers

e Tampa

¢ Raleigh

¢ Richmond

¢ Harrisburg

¢ |Indianapolis
e Oklahoma City
* Des Moines

¢ Grand Rapids
¢ Tulsa

* Charlotte

All data as of each respective year-end.

2011

65%

*Central
Business
District and
Urban Infill

35%

*Suburban

19 MARKETS

9 MARKETS TO E

e Denver

¢ Nashville

¢ Cleveland

¢ Detroit

¢ Greenville

¢ Philadelphia
¢ Kansas City
* Phoenix

® Portland (sold March 20
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SHARPENING THE FOCUS

FOCUSED ON FINANCIALS

79 =n=

# Of Consolidated
Office Properties

.4

# Of Metropolitan
Areas Where
Properties Are
Located

20,942 @

Rentable Square
Footage

00.1% 9

Percent Leased
Stabilized Portfolio

[
116 '
# Of Employees

*PORTFOLIO SNAPSHOT

27.5%

Debt/Gross
Assets Ratio

$4,414,136

Total Market
Capitalization

33.4%

Debt/Total Market
Capitalization
Ratio

BBB/Stable

Rating/Outlook
Standard & Poors

Baa2/Stable

Rating/Outlook
Moody’s

*HIGH CREDIT QUALITY TENANTS

(Based on percentage of Annualized Lease Revenue)

AAA/Aaa § 1.8% | $10,013

avna FEERERTRREAREIREE o50% | Stoe72
A/A FPRIPRREPIE  19.0% | $105,806

BBB/Baa  §§§§i§¥y 14.1% | $78,786

BB/Ba § 1.6% | $8,924

B/B f§ 3.7% | $20,922

Below 0% | $0

The remaining 24.5% of Piedmont’s tenant portfolio is not rated by either
Standard & Poors or Moody’s; however, many of these tenants are blue-chip
or nationally-recognized companies.

TOP TEN TENANTS
(as of March 2012)
Annualized
Lease
Credit Lease Revenue

Rating* Expiration{s) ($) in 000’s*

U.S. Government AA+/Aaa 2012-2027 73,081

BP Corporation** A/A2 2013 31,863
US Bancorp A/Aa3 2014/2023 26,811
State of New York  AA/Aa2 2019 21,568
Independence No Rating

Blue Cross Available 2023 14,571
Nestle AA/Aatl 2015 14,132
Sanofi-aventis AA-/A2 2012 11,857
GE AA+/Aa2 2027 11,453
Shaw BBB-/Ba1 2018 9,782
City of New York AA/Aa2 2020 9,447

*Dollars and square footage in thousands. All information and ratios as of Decen
ber 31, 2011. Percentages reflect the portion of Piedmont’s Annualized Lease
Revenue attributable to the respective characteristic as compared to Piedmor
total Annualized Lease Revenue, as defined on page 2 of our 2011 Annual Re
port on Form 10-K. Market capitalization reflects the closing price of Piedmor
common stock as of December 30, 2011.

**The majority of space is sub-leased to Aon Corporation.



Dallas

Washington, D.C.

One & Two Independence Square
Washington, D.C.

Irving, TX

Connection Drive Properties

: Chicago
 Windy Point I
Schaumburg, IL

LEASE EXPIRATION SCHEDULE

(Based on percentage of Annualized Lease Revenue)

20%

17.8%

13.8%

9.3%
0.0% I

2012

15%

1" 3%12'0%

10.1%
95%
7.7
0% T
o
I I il

2013 2014 2015 2016

10%  84%

% I
0%

PRIORTO 2011
2011
B s of September 30, 2009*

*As set forth in the February 2010 prospectus related to our listing and public offering.

2.0% 8.9%
85%  1.6%
5.6%
2017 2018 2019

B As of December 31, 2011

19.7%

8.4%

4.3%

3.5% 3.5%
2.1% 1.3%
ER ZH =
2020 2021 2022 THEREAFTER

*FINANCIAL HIGHLIGHTS

(in 000’s)

Statement of Income Data:

Total revenues

Income from continuing operations
income from discontinued operations
Net income attributable to Piedmont

Cash Flows:

Cash flows from operations

Cash fiows provided by/(used in) investing activities

Cash flows used in financing activities (including dividends paid)

Per weighted-average common share data:

Income from continuing operations per share — diluted
Net income attributable to Piedmont per share — diluted
Dividends declared

Funds From Operations**

Balance Sheet Data (at period end):
Total assets

Total stockholders’ equity

Outstanding debt

Funds from Operations Data:

Net income attributable to Piedmont
Depreciation and amortization*

Net (gains) and losses on real estate assets

Funds From Operations™*

2011

$541,642

$89,519
$135,537
$225,041

$270,343
$33,732
$(221,103)

$0.52
$1.30
$1.26
$1.57

$4,447,834
$2,773,428
$1,472,525

$225,041
170,553
(124,305)

$271,289

2010 2009

$533,040 $542,652
$112,114 $63,136
$8,280 $11,579
$120,379 $74,700
$275,750 $281,543
$(80,194) $(68,666)
$(148,842) $(223,206)
$0.65 $0.40
$0.70 $0.47
$1.26 $1.26
$1.65 $1.75
$4,373,480 $4,395,345
$2,773,454 $2,606,882
$1,402,525 $1,516,525
$120,379 $74,700
150,441 164,586
10,432 37,633

$281,252 $276,919

*Includes amounts related to both wholly-owned properties and unconsolidated partnerships.
*“Funds From Operations is a non-GAAP financial measure. For more information, see the Annual Report on Form 10-K.

Please refer to the Annual Report on Form 10-K for complete financial information.
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FOCUSED ON OPERATIONS

ENVIRONMENTAL SUSTAINABILITY

ENERGY STAR: A joint program of the U.S. Environmental
Protection Agency and the U.S. Department of Energy de-
signed to protect the environment through energy efficient
products and practices.

Piedmont is an Energy Star Commercial Real Estate Partner
and approximately 65% of our office portfolio has earned, or
will earn shortly, the Energy Star Label. Our office portfolio
has an average Energy Star score of 81.

Solar Project Development

400 Bridgewater Crossing
Bridgewater, NJ

Piedmont successfully executed a development
contract to construct a 1.4 Megawatt solar can- -
opy at its 400 Bridgewater property in Bridgewater,
NJ. The project will reduce approximately 30% of
the building’s annual energy consumption, and as
much as 60% during the summer months. Upon
completion, the project will contain 5,850 solar
panels and will offset approximately 880,000 kilo-
grams of CO2 per year. The implementation will
offer tenants of 400 Bridgewater lower energy
costs and provide additional energy resources to
the Bridgewater Community.

LEED: Leadership in Energy and Environmental Design
(“LEED”) is an internationally recognized mark of excel-
lence which provides a framework for identifying and im-
plementing practical and measurable green building de-
sign, construction, operations and maintenance solutions.

Piedmont’s LEED activities include:

e Membership in the U.S. Green Building Council;

e Commitment to sustainable building practices including
ongoing evaluation of our office portfolio for LEED certifi-
cation opportunities;

e Currently employ 8 LEED-accredited professionals;

» LEED certification of 5 of our office properties.

BUILDING OWNERS AND MANAGERS
ASSOCIATION (“BOMA”) DESIGNATIONS

BOMA 360: Validates and recognizes commercial proper-
ties that demonstrate best practices in building opera-
tions and management.

Approximately 40% of Piedmont’s office properties have
earned the BOMA 360 designation.

“The BOMA 360 program
appeals to us because it analyzes
multiple facets of the property
management process. We have
established a goal of obtaining
the BOMA 360 designation for
every Piedmont-managed office
building over the next few years.
B M A Given the distinguished reputation

/B of the program, we believe the

o vide achievement of this goal will

differentiate Piedmont among
the tenant and broker leasing
communities.”

- Dan Cote, Piedmont Regional Manager

BOMA’s “THE OUTSTANDING BUILDING OF THE YEAR”
(“TOBY”) ANNUAL AWARDS: Recognizes properties
that exemplify superior building quality, tenant service
and management practice.

Approximately 25% of Piedmont’s office portfolio has
earned a prestigious TOBY award.



Houston Market
1200 Enclave Parkway
' Houston, TX
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OFFICE REALTY TRUST

PIEDMONT OFFICE REALTY TRUST PIEDMONT OFFICE REALTY TRUST

BOARD OF DIRECTORS

W. Wayne Woody
Director and
Chairman of the Board of Directors

Michael R. Buchanan
Director

Wesley E. Cantrell
Director

William H. Keogler, Jr.
Director

Frank C. McDowell
Director and
Vice Chairman of the Board of Directors

Donald A. Miller, CFA
Chief Executive Officer
President and Director

Raymond G. Milnes, Jr.
Director

Donald S. Moss
Director

Jeffrey L. Swope

Director

Managing Partner and
Chief Executive Officer

of Champion Partners Ltd.

CORPORATE OFFICERS

Donald A. Miller, CFA
Chief Executive Officer
President and Director

Robert E. Bowers
Chief Financial Officer
Treasurer

Laura P. Moon
Chief Accounting Officer

Raymond L. Owens
EVP - Capitat Markets

Carroll A. Reddic, IV
EVP - Real Estate Operations
Assistant Secretary

REQUESTS FOR EXHIBITS

We will furnish any exhibit to our Annual Report on Form
10-K upon the payment of a fee equal to our reasonable
expenses in furnishing such exhibit. Requests for exhibits
should be directed to our Corporate Secretary, by phone
at 770-418-8800, or by mail at 11695 Johns Creek
Parkway, Suite 350, Johns Creek, GA 30097.

TRANSFER AGENT SERVICES
CONTACT

Computershare
866-354-3485
investor.services@piedmontreit.com
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CORPORATE HEADQUARTERS

Piedmont Office Realty Trust, Inc. Tel: 770-418-8800

11695 Johns Creek Parkway
Suite 350
Johns Creek, GA 30097

866-500-REIT
Fax: 770-418-8900
www.piedmontreit.com
Investor site:
investor.piedmontreit.com

Orlando
400 TownPark
Lake Mary, FL

FOR REAL ESTATE SOLUTIONS
AND OPPORTUNITIES:

Kerry Hughes

Director, National Business Deveiopment
Direct: 770-418-8678
kerry.hughes@piedmontreit.com

REGIONAL PROPERTY MANAGEMENT OFFICES

ATLANTA

5565 Glenridge Connector
Suite 480

Atlanta, GA 30342
404-257-4200

BOSTON

One Brattle Square
Cambridge, MA 02138
617-661-0903

CHICAGO

500 West Monroe Street
Suite 2626

Chicago, IL 60661
312-831-1818

DALLAS

6031 Connection Drive
Suite 170

Irving, TX 75039
214-442-6511

DETROIT

150 West Jefferson Avenue
Suite 1450

Detroit, Ml 48226
313-961-0300

FLORIDA

101 Arthur Andersen Parkway
Sarasota, FL 34232
813-854-2546

HOUSTON NEW YORK
1430 Enclave Parkway 60 Broad Street
Suite 100 New York, NY 10004

Houston, TX 77077 212-483-8890
281-497-2400

WASHINGTON D.C.

LOS ANGELES 1225 Eye Street, NW
1901 Main Street Stite 101
Suite 250 Washington D.C. 20005

Irvine, CA 92614 202-651-6430

949-250-9805

MINNEAPOLIS
800 Nicollet Malt

Suite 2830
Minneapolis, MN 55402
612-852-5500



UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549 ‘

FORM 10-K

(Mark One)

Annual report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the fiscal year ended December 31, 2011
or
O Transition report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934

For the transition period from to

Commission file number 001-34626

PIEDMONT OFFICE REALTY TRUST, INC.

(Exact name of registrant as specified in its charter)

Maryland ‘ 58-2328421
(State or other jurisdiction of incorporation or organization) (LR.S. Employer Identification Number)
11695 Johns Creek Parkway Ste. 350, Johns Creek, Georgia 30097
(Address of principal executive offices) o . ) (Zip Code)

(770) 418-8800
Registrant’s telephone number, including area code

Securities registered pursuant to Section 12 (b) of the Act:

Title of each class Name of exchange on which registered
COMMON STOCK NEW YORK STOCK EXCHANGE
Securities reglstered pursuant to Section 12 (g) of the Act:
None
(Title of Class)

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
Yes No OO

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act.
Yes O No

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934
during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing
requirements for the past 90 days.

Yes No O

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data File required
to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period that the registrant was
required to submit and post such files).

Yes No O

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be contained, to the
best of registrant’s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this Form 10-K or any amendment to
this Form 10-K. X

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting company (as
defined in Rule 12b-2 of the Act). ‘
Large accelerated filer Accelerated filer O Non-accelerated filer 1 Smaller reporting company O

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yes O No

As of June 30, 2011, the aggregate market value of the common stock of Piedmont Office Realty Trust, Inc., held by non-affiliates was $3,227,154,379
based on the closing price as reported on the New York Stock Exchange. As of February 27, 2012, 172,629,748 shares of common stock were outstanding.
Documents Incorporated by Reference:

Registrant incorporates by reference portions of the Piedmont Office Realty Trust, Inc. Definitive Proxy Statement for the 2012 Annual Meeting of
Stockholders (Items 10, 11, 12, 13, and 14 of Part III) to be filed no later than April 30, 2012.
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Certain statements contained in this Form 10-K and other written or oral statements made by or on behalf of Piedmont Office
Realty Trust, Inc. (“Piedmont”) may constitute forward-looking statements within the meaning of the federal securities laws. In
addition, Piedmont, or its executive officers on Piedmont’s behalf, may from time to time make forward-looking statements in
reports and other documents Piedmont files with the Securities and Exchange Commission or in connection with oral statements
made to the press, potential investors, or others. Statements regarding future events and developments and Piedmont’s future
performance, as well as management’s expectations, beliefs, plans, estimates, or projections relating to the future, are forward-
looking statements within the meaning of these laws. Forward-looking statements include statements preceded by, followed by,
or that 1nclude the words ¢ ‘may,” “will,” “expect, » “intend,” “anticipate, estimate,” “believe, contlnue or other similar words.
Examples of such statements in this report include descriptions of our real estate, financing, and operatlng objectives; d1scussmns
regardmg future d1v1dends and d1scuss1ons regardmg the potential impact of economic cond1t1ons on-our portfolio.

99 66 29 66

These statements are based on behefs and’ assumptlons of P1edmont s management, which in turn are based on currently available
mforn’latlon Important assumptlons relatlng to the forward-looking statements include, among others, assumptions regarding the
- démand’ for office space in the sectors in which Piedmont operates, competitive conditions, and general economic conditions.
These assumpt1ons could prove inaccurate. The forward-looking statements also involve risks and uncertainties, which could cause
actual results to differ materially from those contained in any forward-looking statement. Many of these factors are beyond
'Piedmont’s ability to control or predict. Such factors include, but are not limited to, the following: ‘

»  The success of our real estate strategies and investment objectives, including our ability to identify and consummate
suitable acquisitions;
'« The demand for office space, rental rates and property values may continue to lag the general €conomic recovery causing
our business, results of operations, cash flows, financial condition and access to capital to be adversely affected or
., . otherwise impact performance, including the potential recognition of impairment charges;
¢ Our $500 Million Unsecured Facility matures in 2012 and a failure to fully renew or replace this Facility could cause
. our business, results of operations, cash flows, financial condition and access to capital to be adversely affected \
.o Lease termmat1ons or lease defaults, particularly by one of our large lead tenants; ,
"« The impact of competition on our efforts to renew existing leases or re-let space on 1 terms similar to existing leases;
»  Changes in the economies and other conditions of the office market in general and of the specific markets in which we
. . .. operate, particularly in Chicago, Washington, D.C., and the New York metropolitan area; -
¢ " Economic and regulatory changes, including accounting’ standards, that impact the real estate market generally, ‘
"+ Additional risks and costs associated with directly managmg properties occupied by government tenants; ‘
. Adverse market and economic conditions may continue to adversely affectus and could cause usto recognlze 1mpa1rment
" charges or otherwise impact our performance;
. Av‘a1lab1l1ty of financing and our lending banks’ ability to honor ex1st1ng line of credlt commrtments
"« Costs of complymg with governmental laws and regulations;
*  Uncertainties associated with environmental and other regulatory matters;
~+ Potential changes in political environment and reduction in federal and/or state funding of our governmental tenants;
. . Weare and may continue to be subject to litigation, which could have a material adverse effect on our financial condmon
- »_ Piedmont’s ability to, continue to qualify as-a REIT under the Internal Revenue Code (the “Code”), and
' _*  Other factors, including the risk factors discussed under Item 1A. of this Annual Report on Form 10-K.

Management believes these forward-lookmg statements are reasonable; however, undue reliance should not be placed on any
forward-looking statements, which are based on current expectations. Further forward-looking statements speak only as of the
date they are made, and management undertakes no obligation to update publicly any of them in light of new information or future
events. :



PARTI
ITEM 1. BUSINESS
General

Piedmont Ofﬁce Realty Trust Inc. (“Pledmont”) (NYSE: PDM) is a Maryland corporation that-operates in a manner so as to
quahfy as a real estate investment trust (“REIT”) for federal income tax purposes and engages in the acqursmon and ownership
of commercial real estate properties throughout the United States, including properties that are under constructron are newly
constructed, or have operating histories. Piedmont was incorporated in 1997, commenced operations in 1998, and listed its common
stock on the New York Stock Exchange ("NYSE") in February 2010. Piedmont conducts business primarily through Piedmont
Operating Partnership, L.P.(“Piedmont OP”), a Delaware limited partnership, as well as performing the management of its buildings
through two wholly-owned subsidiaries, Piedmont Government Services, LLC and Piedmont Office Management LLC. Piedmont
is the sole general partner of Piedmont OP and possesses full legal control and authority over the operations of Piedmont OP.
Piedmont OP owns properties directly, through wholly-owned subsidiaries and through both consolidated and unconsolidated joint
ventures. References to Piedmont herein shall include Piedmont and all of its subsidiaries, including Piedmont OP and its
subsidiaries and joint ventures.

Operating Objectives and Strategy

Based on its December 31, 2011 equity market capitalization of $2.9 billion, Piedmont is the fourth largest office REIT in the
Unlted States based on comparison to the constituents of the Bloomberg U.S. Office REIT Index.

Our portfolio consists primarily of Class A commercial office bu1ld1ngs leased to large, credit-worthy, government and corporate
tenants. As of December 31, 2011, approximately 82% of our Annualized Lease Revenue (see "Information Regarding Disclosures
Presented" below) was derived from our office properties in the ten largest U.S. office markets based on rentable square footage,
including premier office markets such as Chicago, Washington, D.C., the New York metropolitan area, Boston and greater Los
Angeles.

For the past several years, we have been focused upon a strategy of repositioning our portfolio by reducing the number of markets
we operate within and recychng the proceeds into existing key locations which we believe have the greatest potential to contribute
to enterpnse value over time. Since 2005 we have exited elghteen markets and plan to exit an additional eight over the next few
years $0 that we are predommantly concentrated in the top ten markets mentioned above by 2015. We have a demonstrated capital
allocation track record including transacting $5.9 billion and $1.6 billion in property acquisitions and dispositions, respectively,
during our fourteen year operating history. Piedmont has maintained a low-leverage (typically around 30%) strategy which allows
capacity for growth as transactional opportunities arise.

Headquartered in metropohtan Atlanta Georgla with local management offices in each of its major markets, Piedmont values
operational excellence and was ranked fourth overall and second for REITs for number of buildings with Building Owners
Management Association ("BOMA") 360 designations, a program that evaluates six major areas of building operations and
management and benchmarks a building's performance against industry standards. The achievement of such a designation
recognizes excellence in building operations and management. We also have focused on environmental sustainability initiatives
at our propertles and approx1mately 72% of our office portfolio (based on Annualized Lease Revenue) ma1nta1ns Energy Star
labels as of December 31, 201 1

We foster long-term relationships with our high-credit quality, diverse tenant base as evidenced by our 77% tenant retention rate
over the past six years. No tenant other than the U.S. government accounts for more than 6% of our Annualized Lease Revenue
and 70% of our Annualized Lease Revenue is derived from investment grade companies or government agencies.

Information Regarding Disclosures Presented

Annualized Lease Revenue ("ALR"): ALR is calculated by multiplying (i) rental payments (defined as base rent plus operating
expense reimbursements, if payable by the tenant on a monthly basis under the terms of a lease that have been executed, but
excluding a) rental abatements and b) rental payments related to executed but not commenced leases for space that was covered
by an existing lease), by (ii) 12. In instances in which contractual rents or operating expense reimbursements are collected on an
annual, semi-annual, or quarterly basis, such amounts are multiplied by a factor of 1, 2, or 4, respectively, to calculate the annualized
figure. For leases that have been executed but not commenced relating to un-leased space, ALR is calculated by multiplying (i)
the monthly base rental payment (excluding abatements) plus any operating expense reimbursements for the initial month of the
lease term, by (ii) 12. Unless stated otherwise, this measure excludes our two industrial properties and five unconsolidated joint
venture interests.



In conjunction with our listing and concurrent offering in February 2010, we also recapitalized our common stock pursuant to a
stockholder-approved amendment to our Charter (the "Recapitalization”). The Recapitalization was effected on a pro rata basis
with respect to all of our stockholders and had the effect of reducing the total number of outstanding shares-of our common stock
without affecting any stockholder’s proportionate ownership (exeept for any changes resulting from the payment of cash in lien
of fractional shares). In addition, the Recapitalization created four classes of stock which were each ultimately converted into
shares which were listed on the NYSE over the following twelve months with the final shares listing in January 2011.

Effective June 30, 2011, our board of directors approved Articles Supplementary and Articles of Amendment to Piedmont's Third
Articles of Amendment and Restatement. Together, the Articles Supplementary and Articles of Amendment (1) reclassified and
designated all of our authorized but unissued shares of Class B common stock as Class A common stock and then (2) changed the
designation of our Class A common stock to Common Stock. The Articles Supplementary and Articles of Amendment were each
filed with the State Department of Assessments and Taxation of Maryland on June 30, 2011 and were effective upon such filing.
As a result, we now have one class of common stock. Share and per share information for all prior periods presented has been
restated for the effects of the Recapitalization and subsequent reclassification and designation.

Employees :

As of December 31, 201 1, we had 116 fuil-time employees, with 52 of our employees worklng in our corporate office in. Johns
Creek, Georgia. Our remaining employees work in property management offices located in ‘Atlanta, Georgia; Boston,
Massachusetts; Minneapolis, Minnesota; Washington, D.C.; Tampa, Florida; Irving, Texas; Houston, Texas; Chicago, Illinois;
Detroit, Michigan; and the metropolitan areas surrounding New York, New York and Los Angeles, California. These employees
are involved in managing our real estate and servicing our tenants. ‘

Competition

We compete for tenants for our high-quality assets in major U.S. markets by fostering strong tenant relationships and by providing
efﬁCIent customer service. mcludmg, asset management property management and constructron management services. As the
competition for high-credit-quality tenants is intense, we may be required to provide rent concessions, incur charges for tenant
1mprovements and other inducements, or we may not be able to lease vacant space timely, all of whlch would adversely impact
our résults of operatrons We compete with other buyers who are interested in propertres we elect to acquire, which may result in
an increase in the amount that we pay for such properties or may ultimately result in our inability to acquire such properties. We
also compete with sellers of similar properties when we sell properties, which may result in our receiving lower proceeds from
the disposal, or which may result in our inability to dispose of such properties-due to the lack of an acceptable return.

_ Financial Information About Indnstry Segments

Our current business consists primarily of owning, managing, operating, leasing, acquiring, developmg, mvestmg in, and disposing
of office real estate assets. We internally evaluate all of our réal estate asséts as one 1ndustry segment and, accordmgly, we do not
report segment mformatron

Concentration of Credit Risk i3 B o ; / . \ Lo
Weare dependent upon the ability of our current tenants to pay their contractual rent amounts as the rents become due. The inability
of a tenant to pay future rental amounts would have a negative impact on our results of operations. As of December 31, 2011, no
individual tenant, other than multiple leases which collectively represent various departments of the federal government, represents
more,than. 10% of our future rental income under non-cancelable leases or 10%. of our current year rental revenues. Apart from
general uncertainties related to current, adverse economic conditions, and governmental operating deficits, we are not aware of
any reason that our current tenants will not be able to pay their contractual rental amounts, in all material respects, as they become
due. If certain situations prevent our tenants from paying contractual reuts, this could result in a material adverse 1mpact on our
results of operations. ‘ :

Other Matters

Pledmont has contracts wrth various governmental agencies, exclusrvely in the form of operating Jeases in bulldmgs we own. See
Item 1A. “Rlsk Factors” for further discussion of the risks associated with these contracts.

Additionally, as the owner of real estate assets, we are subject to env1ronmental risks. See Item 1A. “Risk Factors” for further
discussion of the nsks associated wrth envrronmental concerns.



Web Site Address -

Access to copies of each of our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, proxy
statements, and other filings with the Securities and Exchange Commission (the "SEC"), including any amendments to such filings,
may be obtained free of charge from the. following Web site, http://www.piedmontreit.com, or directly from the SEC’s Web site
at http://www.sec:gov. These filings are available promptly after we file them with, or furnish them to, the SEC.

Item 1A,
RlSkS Related to Our Busmess and Operations

Market -and economic condztzons remain challenging ana’ the demand for office space, rental rates and property values may
continue to lag the general economic recovery causing our business, results of operations, cash flows, f inancial condition and
access to capital to be adversely aﬁected

Continuing concerns about the stablllty of the European economic commumty, widespread unemployment in the United States,
the potential impact of inflation, higher taxes, and rising interest rates have tempered widespread economic recovery inr the United
States. The demand for office space, rental rates and property values may continue to lag the general economic recovery as these
statlstlcs are more dependent on _]Ob growth which i is generally one of the last economic indicators to Tecover. ‘

The volatility of the equity and debt markets generally, and concerns regarding the strength of counterparties specifically, has led
many lenders to tighten, reduce, and in some cases, cease to provide credit or funding to borrowers. Such actions may adversely
affect our liquidity and financial condition by limiting our ability to fully access our existing credit facility, to fully renew or
replace maturing liabilities on a timely, cost-efficient basis, or to access the capital markets to meet liquidity and capital expendnture
requirements.

If we do not have sufficient cash flow to continue operating our business and are unable to borrow additional funds or are unable
to access our existing line of credit, we may need to find alternative ways to increase our liquidity. Such alternatives may include,
without limitation, curtaﬂmg acquisitions and potential ‘development activity, decreasing our distribution levels, disposing of one
or more of our propertles possibly on dlsadvantageous terms, or entering into or renewing leases on less favorable terms than we
otherwise would and may contribute to mcreased lease termmatlons and asset impairment charges among other effects, on our
busmess

Our $500 Million Unsecured Facility matures in 2012 and a failure to renew or replace this Facility could tause our business,
results of operations, cash flows, financial condition and access to capital to be adversely affected.

To maintain our REIT status for U.S. federal income tax purposes, we must distribute at least 90% of our adjusted REIT taxable
income to our stockholders annually, which makes us dependent upon external sources of capital. One of our primary sources of
capltal is access to funds under our $500 Million Unsecured Facility which matures in August 2012. Our access to these funds as
well as our ability to renew this facility depend on the ability of existing and future lenders that are parties to such facility to meet
their funding commitments to us. Disruptions in the global economy and the continuation of tighter credit conditions among, and
potential failures of, third-party financial institutions as a result of such disruptions may have an adverse effect on the ability of
our existing lenders to meet their funding obligations and the willingness of existing or future lenders to renew our-facility. As a
. result, if one or more of the lenders fails to perform their respective funding obligations under our loans and our other lenders are
not able or willing to assume-such commitment, or if existing or future lenders are unwilling to renew or replace our facility, we
may' not have access to sufficient capltal and our business, results of operations, cash flows and financial condition could be
adversely affected :

Our: growtk wz,ll partzally depend. upon future acquisitions of properties, and we may not be successful in identifying and
consummating suitable acquisitions that meet our investment criteria, which may impede our growth and negatively affect our
results of operations.

Our business strategy involves the acquisition of primarily high-quality office properties in selected markets. These activities
require us to identify suitable acquisition candidates or investment opportunities that meet our criteria and-are compatible with
our growth strategy. We may not be successful in identifying suitable properties or other assets that meet our acquisition criteria
or in consummating acqulsmons on satlsfactory terms, if at all. Failure to identify or consummate acqulsltlons could slow our
growth.

Further, we face significant competition for attractive investment opportunities from an indeterminate number of other real estate
investors, including investors with significant capital resources such as domestic and foreign corporations and financial institutions,
publicly traded and privately held REITs, private institutional investment funds, investment banking firms, life insurance companies
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and pension funds. As a result of competition, we may be unable to.acquire additional properties as:we desire, the purchase price
may be significantly elevated, or we may have to-accept lease-up risk:for a property with lower occupancy which could adversely
affect our financial condition, results of operations, cash flows and ability to pay distributions on, and the market price of; our
common stock

We depend on tenants for our revenue,.and accordmgly, lease terminations and/or tenant defaults, pamcularly by one of our
significant lead tenants, could adversely affect the income produced by our properties, whzch may harm our operatmg performance
thereby lzmztmg our abzlzzy to make dzstrzbutzons to-our stockholders. . i

The success of our 1nvestments matenally depends on the ﬁnanc1a1 stabrhty of our tenants any of whom may-experience a change
in.their businessat any time, For example, the economic conditions.over the past several years may have already adversely affected
or may. in, the. future advers_ely affect one or more.of our tenants, As a result, our tenants may delay lease-commencements, decline
to extend or renew their leases upon expiration, fail to make rental payments when due, or declare bankruptcy. Any of these actions
could result in the termination of the tenants’ leases, or expiration of existing leases without renewal, and the loss of rental income
attributable to the terminated or expired leases. In the event of a tenant default or bankruptcy, we may experience delays in enforcing
ourrights as a landlord and may: incur substantial costs in protecting our investment -and re-letting our property: If significant
leases are terminated or defaulted upon, we may be unable to lease the property for the rent previously received or sell the property
without incutring a loss. In addition, significant expenditures, such as mortgage payments, real estate taxes-and insurance and
malntenance costs are generally ﬁxed and do not decrease when revenues at the related property decrease

Theoccurrence of any: of the srtuatlons described above, partlcularly ifit 1nv01ves one of our srgmﬁcant lead tenants, could seriously
harm our: operating petformance. As of December 31,2011, our most substantial non-U.S. governmental lead tenants; based on .
ALR, were BP Corporation-(approximately 5.7%), US‘Bancorp (approximately 4:8%), and the State of New York (approximately
3.9%). As lead tenants, the revenues generated by the properties these tenants occupy are substantially'dependent upon the financial
condition of these tenants and, accordingly, any event of bankruptcy, insolvency, or a general downturn in the business of any of
these tenants may result in‘the failure or delay of such tenant’s rental payments, which may have a substantral adverse effect on
our operatlng performance - :

We face conszderable competition in the leasing market and may be unable to renew existing leases or re-let spaceon terms similar
to the existing leases; or we may expend significant capital in our eﬁ”orts to re-let space which may adversely aﬁ‘ect our operatmg
results SERERE Gl . :

We have been working through a period of increased releasing activity over the: past two years due to the expiration of several
large leases. Each year; we compete with a number of other developers, owners, and operators of office and office-oriented, mixed-
use properties to renew-leases with our existing.tenants and to attract new. tenants. To the extent that we are able to renew leases
that are scheduled to expire in the short-term or re-let such space to new tenants, heightened-competition resulting from adverse
market conditions may require us to utilize rent concessions and tenant.improvements to.a greater extent than we historically have.
In.addition, the economjc dqwnturn of the last several years has led to increased competition for credit worthy tenants and we
may have difficulty competing with competitors who have purchased properties at depressed prices because our competitor's lower
cost basis in their properties may allow them to offer space at reduced rental rates ' : : :

If our competitors offer space at rental rates below current market rates or below the rental rates we currently charge our tenants,
we may lose potential tenants, and we may be pressured to reduce our rental rates below those we curréntly charge in order to
retain tenants upon expiration, of their existing leases. Even if our tenants renew their leases or we are able to re-let the space, the
terms and other costs of renewal or re-lettmg, ncludlng the cost of requlred renovatrons increased tenant improvement allowances
; comm1ss1ons X g 1 rental rates and other potentral concessmns may be less favorable than the terms of our current
leases and could require s1gmﬁcant cap1ta1 expenditures. If we are unable to renew leases or re-let space in a reasonable time, or
if rental rates decline or tenant improvement, leasing commissions, or other costs increase, our ﬁnanmal condition, cash flows,
cash available for drstrrbutlon, value of our common stock, and ability to satisfy our debt service obhgatlons could be materially
adversely affected.

Some of our leases provzde tenants wtth the rzght fo terminate thezr leases early, which could have an adverse effect on our cash
ﬂow aad results of operatzons ‘ ‘

Certain-of our leases permit our tenants to terminate therr leases as 1o all or a portion of the leased premises prior to their stated
lease expirationdates under certain circumstances, such as providing notice by a certain date and, in some cases, paying a termination
fee. In certain cases; such early terminations can be effectuated by our tenants with little or no termination fee being paid to-us.
As of December31, 2011, approximately 19.7% of our ALR was comprised of leases that provided tenants with early termination
rights (including partial terminations-and terminations of whole leases): To the-extent that our tenants exercise early:termination
rights, our cash flow and earnings will be adversely affected, and we can provide no assurances that we will be able to generate
an equivalent amount of net rental income by leasing the vacated space to new third party tenants.
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Our rental revenues will be significantly influenced by the economies and other conditions of the office market in general and of
the specific markets in which we operate, particularly in Chicago, the New York metropolitan area and Washmgton, D.C., where
we have-high concentrations of office properties. :

Because our portfolio consists primarily of office properties, we are subject to risks inherent in investments in a single property
type. This concentration exposes us to the risk of economic downturns in the office sector to a greater extent than if our portfolio
also included other sectors of the real estate industry. Qur properties located in Chicago, Washington, D.C. and the New York
metropolitan area account for approximately 22.4%, 21.6%, and 15.7%, respectively, of our ALR. As a result, we are particularly
susceptible to adverse market conditions in these particular areas, including the reduction in demand for office properties, industry
slowdowns, governmental cut backs, relocation of businesses and changing’ demographics. Adversé economic or real estate
developments in the markets in which we have a concentration of properties, or in any of the other markets in which we operate,
or any decrease in demand for office space resulting from the local ‘or national govemment and business climates, could adversely
affect our rental revenues and operatmg results.

Economic, regulatory, and/or socio-economic changes that impact the real estate market generally, or that could aﬁect patterns
of use of commercial office space, may cause our operatmg results 1o suﬁer and decrease the value of our real estate properties.

The investment returns available from equlty investments in real estate depend on the amount of income earned and capital
appreciation generated by the properties, as well as the expenses ingurred in connection with the properties. If our properties do
not generate income sufficient to meet operating expenses, including debt service and capital expenditures, then our ability to pay
distributions to our stockholders could be adversely affected. In addition, there are significant expenditures associated with an
investment in real estate (such as mortgage payments, real estate taxes, and maintenance costs) that generally.do not decline when
circumstances reduce the income from the property.-The following factors, among others, may. adversely affect the operatmg
performance and long- or short-term value of our propertles

¢ changes in the national, regional, and local economic chmate, particularly in markets in which we have a concentration
of properties;

*  local office market conditions such as changes in the supply of, or demand for, space in properties s1mllar to those that
we own within a particular area;

»  changes in the patterns of office use due to technological advances which may make telecommuting more prevalent

» the attractiveness of our properties to potential tenants;

* changes in interest rates and availability of permanent mortgage funds that may render the sale of a property dlﬂ‘icult or
unattractive or otherwise reduce returns to stockholders;.

« the financial stability of our tenants, including bankruptcies, financial difficulties, or lease defaults by our tenants;

»  changes in operating costs and expenses, including costs for maintenance, insurance, and real estate taxes, and our ability
to control rents in light of such changes;

«  the need to periodically fund the costs to repair; renovate, and re-let space; -

“ s earthquakes, tornadoes, hurricanes and other natural dlsasters civil unrest, terronst acts or acts of war, whlch may result

in uninsured or underinsured losses;

«  changes in, or increased costs of compliance with, governmental regulations, including those governing usage, zoning,

~the environment, and taxes; and '
+  changes in accounting standards.

In addition, periods of economic slowdown or recessnon rising interest rates, or dechmng demand for real estate could result in
a general decrease in rents or an increased occurrence of defaults under existing leases, which would adversely affect our financial
condition and results of operations. Any of the above factors may prevent us from generatmg sufﬁc;ent cash ﬂow or malntammg
the value of our real estate properties.

We may face additional risks and costs associated with directly managing properties occupied by 'gm:fer"nment tenants.

We currently own nine properties in which some or all of the tenants are federal government agencies. Lease agreements w1th
these federal government agencies contain certain provisions required by federal law, which require, among other things, that the
contractor (which is the lessor or the owner of the property) agree to comply with certain rules and regulations, including but not
limited to, rules and regulations related to anti-kickback procedures, examination of records, audits and records, equal opportunity
provisions, prohibitions against segregated facilities, certain executive orders, subcontractor costs or pricing data, and certain
provisions intending to ‘assist small businesses. Through one of our wholly-owned subsidiaries, we directly manage properties
with federal government agency tenants and, therefore, we are subject to additional risks associated with compliance with all such
federal rules and regulations. There are certain additional requirements relating to the potential application of the Employment



Standards: Administration’s Office of Federal Contract Compliance Programs and the related requirement to prepare written
affirmative action plans applicable to government contractors and subcontractors. Some of the factors used to determine whether
such requirements apply to a company that is affiliated with the actual government contractor (the legal entity that is the lessor
under a lease with a federal government agency) include whether such company and the government contractor are under common
ownership, have common management; and are under common control. One of our wholly-owned subsidiaries is considered a
government contractor, increasing the risk that requirements of these equal opportunity provisions including the requirement to
prepare affirmative action plans may be determined t0' be applicable to us.

Adverse market and economic conditions may contmue to adversely affect us and could cause us to recognize tmpazrment charges
on tangible real estate assets or otherwise impact our performance. S s

We continually monitor events and changes in circumstances that could indicate that the carrying value of the real estate and
related lease intangible assets in which we have an ownership interest, either directly or through investments in joint ventures,
may not be recoverable. When indicators of potential impairment are present which indicate that theé carrying value of real estate
- and related lease intangible assets may not be recoverable,' we assess the recoverability of these assets by determining whether
the carrying value will be recovered through the undiscounted fiiture operating cash flows expected from the usé of the asset and
its eventual disposition. In the event that such expected undiscounted future cash flows do not exceed the carrylng value we adjust
the real estate and related lease intangible assets to their fair value and recognize an 1mpa1rment loss.

Prcgecﬂons of expected future cash flows require management to make assumptrons to -estimate future market rental income
amounts subsequent to the expiration of current lease agreements, property operating expenses, the number of months it takes to
re-lease the property, and the number of years the property is held for investment; among other factors. The subjectivity of
assumptions used in the future cash flow analysis, including discount rates, could result in an incorrect assessment of the property’s -
fair value and, therefore, could result in the misstatement of the carrying value of our real estate and related lease intangible assets
and our-net income.

Ongoing adverse market and economic conditions and market volatility will likely continue to make it difficult to value the real
estate assets owned by us as well as the value of our interests in.unconsolidated joint ventures and/or our goodwill and other
intangible assets. As a result of current adverse market and economic conditions, there may be significant uncertainty in the
valuation, or in the stability of, the cash flows, discount rates and other factors related to such assets that could result in a substantial
decrease in their value.. We may be required to recognize additional asset impairment charges in the future, which could materially
and adversely affect our business, financial condition and results of operations.

We may invest in mezzanine debt, which is subject to increased risk-of loss relative to senior mortgage loans.

We may invest in mezzanine debt. These investments, which are subordinate to the mortgage loans secured by the real property
underlying the loan, are generally secured by pledges of the equity interests of the entities owning the underlying real estate. As
a result, these investments involve greater risk of loss than investments in senior mortgage loans that are secured by real property
since they are subordinate to the mortgage loan secured by the building and may be subordinate to the interests of other mezzanine
lenders. Therefore, if the property owner defaults on its debt service obligations payable to us or on debt senior to us, or declares
bankruptcy, such mezzanine loans will be satisfied only after the senior debt and the other senior mezzanine loans are paid in full,
resulting in the possibility that we may be unable to recover some or all of our investment. In addition, the value of the assets
securing or supporting our mezzanine debt investments could deteriorate over time due to factors beyond our control, including
acts or omissions by owners; changes in business, economic or market conditions, or foreclosure, any of which could result in the
recognition of impairment losses. In addition, there may be significant delays and costs associated w1th the process of foreclosing
on the collateral securmg or supportlng such 1nvestments -

Adverse market and economic conditions may continue to adversely affect us and could cause us to recognize impairment charges
on our goodwzll or otherwzse impact our performance :

We review the value of our goodwill on an annual basis and when events or changes in circumstances md1cate that-the carrying
value of goodwill may exceed the fair value of such assets. Such interim events could be adverse changes in legal matters or in
the business climate, adverse action or assessment by a regulator, the loss of key personnel, or persistent declines in an entity’s
stock price below carrying value of the eritity. Volatility in the overall market could cause the price of our common stock to fluctuate
and cause the carrying value of our company to exceed the estimated fair value, If that occurs, our goodwill potentially could be
impaired. Impairment charges recognized in’ order to reduce our goodwrll could materially and adversely affect our financial
condmon and results of operations. . S



Future acquisitions of properties may not yield anticipated returns, may result in disruptions to our business, and may strain
management resources. ; SR . : Lo : "

We intend to continue acquiring high-quality office properties, subject to the availability of attractive properties and our ability
to.consummate acquisitions on satisfactory terms. In deciding whether to acquire a particular property, we make certain assumptions
regarding the expected future performance of that property. However, newly acquired properties may fail to perform as expected.
Costs necessary to bring acquired properties up to standards established for their intended market position may exceed our
expectations, which may result in the properties’ failure to achieve projected returns.

In particular, to the extent that we engage in acquisition activities, they will pose the delowi.ng risks for our ongoing operations:

+  we may acquire properties or other real estate-related investments that are not initially. accretive to our results upon

acquisition or accept lower cash flows in anticipation of longer term appreciation, and we may not successfully manage
. and lease those properties to meet our expectations;. - - R ‘

« . we.may not achieve expected cost savings and operating efficiencies; .. L L

«  wemaybeunable te quickly and efficiently integrate new acquisitions, particularly acquisitions of portfolios of properties;
into our existing operations; . s , : .

+  management attention may be diverted to the integration of acquired properties, which in some cases may turn out to be
less compatible with our operating strategy than originally anticipated;

+  we may not be able to support the acquired property through one of our existing property management offices:and may

‘not successfully open new satellite offices to serve additional markets; : o : -

o the acquired properties may not perform as well as we anticipate due to various factors, including changes in‘macro-

 economic conditions and the demand for office space; and- e ; :

«  wemay acquire properties without any recourse, or with only limited recourse, for liabilities; whether known orunknown,
such as clean-up of environmental contamination, claims by tenants, vendors or other persons against the former owners
of the properties, and claims for indemnification by general partners, directors, officers, and others indemnified by the
former owners of the propertiés. I R I

We depend on key personnel, each of whom would be difficuit to replace. -

Our continued success depends.to a significant degree upon the continued contributions of certain key personnel including, but
not limited to, Donald A. Miller, CFA, Robert E. Bowers, Laura P. Moon, Raymond L. Owens, and Carroll A: Reddic, each-of
whom would be difficult to replace. Although we have entered into employment agreements with these key members of our
executive management team, we cannot provide any assurance that any of them will remain employed by us. Our ability to retain
our management team, or to attract suitable replacements should any member of the executive management team leave, is dependent
on the competitive nature of the employment market. The loss of services of one or more of these key mémbers of our management
team could adversely affect our results of operations and slow our future growth. We have not obtained and do not expect to obtain
“key person” life insurance on any of our key personnel. ' o : ’ R

Acquired properties may be located in-new markets, where we may face risks associated with investing in an unfamiliar market.

When we acquire properties:located in. markets in which we do not have an established presence, we may face risks associated
with a lack of market knowledge or understanding -of the local economy, forging new. business relationships in.the area.and
unfamiliarity with local government and permitting.procedures. As a result, the.operating performance of properties.acquired in
new markets may be less than we anticipate; and we may have difficulty integrating such properties into our existing portfolio. In
addition, the time and resources that may be required to obtain market knowledge and/or integrate such properties into our existing
portfolio could divert our management’s attention from our existing business or other attractive opportunities in our concentration
markets. ‘ : :

The illiquidity of real estate investments could significantly impede our ability to respond t0 adverse c;zanges in the performance
of our properties. . .- . . : : ~ SRR

Because real estate investments are relatively illiquid and large-scale office properties such as many of th?sé in, our pottfolio are
particularly illiquid, our ability to sell promptly one or more properties in our portfolio in response to changing economic, financial,
and investmeht conditions is limited. The real estate market is affected by many, forces, such as geil_eral 'economiq;cond'iti_ons,
availability of financing, interest rates, and other factors, including supply and demand, that are beyond our control, Current
conditions in the U.S. economy and credit markets may make it difficult to sell certain properties at attractiye prices, We cannot
predict whether we will be able to sell any property for the price or on the terms set by us or whether any price or other terms
offered by a prospective purchaser would be acceptable to us. We also cannot predict the length of time needed to find a willing
purchaser and to close the sale of a property. We may be required to expend funds to correct defects or to make improvements
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before a property can be sold. We cannot provide any assurances that we will have funds available to correct such defects or to
make such improvements. Our inability to dispose of assets at opportune times or on favorable terms could adversely affect our
cash flows and results of operations, thereby limiting our ability to make distributions to stockholders.

Future terrorist attacks in the major metropolitan areas in which we own properties could significantly impact the demand for,
and value of, our properties.. :

Our portfolio maintains significant holdings in markets such as Chicago, Washington, D.C., the New York metropolitan area,
Boston, and greater Los Angeles, each of which has been, and continues to be, a high risk geographical area for terrorism and
threats of terrorism. Future terrorist attacks and other acts of terrorism or war would severely impact the demand for, and value
of, our properties. Terrorist attacks in and around any of the major metropolitan areas in which we own properties also could
directly impact the value of our properties through damage, destruction, loss, or increased security costs, and could thereafter
materially impact the availability or cost of insurance to protect against such acts. A decrease in demand could make it difficult
to renew or re-lease our properties at lease rates equal to or above historical rates. To the extent that any future terrorist attacks
otherwise disrupt our tenants’ businesses, it may impair our tenants’ ablhty to make timely payments under their existing leases
with us, which would harm our operating results.

Uninsured losses or losses in excess of our insurance coverage could adversely affect our financial condition and our cash flow,
and there can be no assurance as to future costs and the scope of coverage that may be available under insurance policies.

We carry comprehensive general hablhty, ﬁre extended coverage business interruption rental loss coverage, env1ronmental and
umbrella liability coverage on all of our properties and earthquake, wmd and flood coverage on properties in areas where such
coverage is warranted. We believe the policy spec1ﬁcatlons and insured limits of these policies are adequate and appropriate given
the relative risk of loss, the cost of the coverage, and industry practice. However, we may be subject to certain types of losses,

those that are generally catastrophlc in nature, such as losses due to wars, conventional terrorism, chemical, biological, nuclear
and radiation (“CBNR”) acts of terrorism and, in some cases, earthquakes, hurricanes, and flooding, either because such coverage
is not available or is not available at commercially reasonable rates. If we experience a loss that is uninsured or that exceeds policy
limits, we could lose a significant portion of the capital we have invested in the damaged property, as well as the anticipated future
revenue from the property. Inflation, changes in building codes and ordinances, environmental considerations, and other factors
also might make it 1rnpract1ca1 or undesirable to use insurance proceeds to replace a property after it has been damaged or destroyed.

In addition, if the damaged properties are subject to recourse indebtedness, we would continue to be liable for the indebtedness,
even if these properties were irreparably damaged. Furthermore, we may not be able to obtain adequate insurance coverage at
reasonable costs in the future, as the costs associated with property and casualty renewals may be higher than anticipated.

In addition, insurance risks associated with potential terrorism acts could sharply increase the premiums we pay for coverage
against property and casualty claims. With the enactment of the Terrorism Risk Insurance Program Reauthorization Act of 2007,
United States insurers cannot exclude conventional (non-CBNR) terrorism losses. These insurers must make terrorism insurance
available under their property and casualty insurance policies; however, this legislation does not regulate the pricing of such
insurance. In some cases, mortgage lenders have begun to insist that commercial property owners purchase coverage against
terrorism as a condition of providing mortgage loans. Such insurance policies may not be available at a reasonable cost, which
could inhibit our ability to finance or refinance our properties. In such instances, we may be required.to provide other financial
support, either through financial assurances or self-insurance, to cover potential losses. We may not have adequate coverage for
such losses :

We have properties located in Southern California, an area especially susceptible to earthquakes. Collectively, these properties
represent approximately 5.3% of our ALR. Because these properties are located in close proximity to one another, an earthquake
in the greater Los Angeles area could materially damage, destroy or impair the use by tenants of all of these properties. If any of
our properties incurs a loss that is not fully insured, the value of that asset will be reduced by such uninsured loss. Also, to the
extent we must pay unexpectedly large amounts for insurance, we could suffer reduced earnings that would result in lower
distributions to our stockholders. , '

Should one of our insurance carriers become insolvent, we would be adversely affected.

We carry several different lines of insurance, placed with several large insurance carriers. If any one of these large insurance
carriers were: to become insolvent, we would be forced to replace the existing insurance coverage with another suitable carrier,
and any outstanding claims would be at risk for collection. In such an event, we cannot be certain that we would be able to replace
the coverage at similar or otherwise favorable terms. Replacing insurance coverage at unfavorable rates and the potential of
uncollectible claims due to carrier insolvency could adversely impact our results of operations and cash flows. :



Our current and fiiture joint venture investments could be adversely aﬁ’ected by a lack of sole decision-making authority and our
reliance on joint venture partners’ financial condition.

AsofDecember 31,2011, we owned mterests in five properties representing approx1mately 0.7 million rentable square feet through
unconsolidated joint ventures. In the future we may enter into strategic joint ventures with institutional investors to acquire, develop,
improve, or dispose of properties, thereby reducing the amount of capital required by us to make investments and diversifying
our capital sources for growth. Such joint venture investments involve risks not otherwise present in a wholly-owned property,
development or redevelopment project, including the following:

» inthese investments, we do not have exclusive control over the development, financing, leasing, management, and other
aspects of the project, which may prevent us from taking actions that are opposed by our joint venture partners;

* joint venture agreements often restrict the transfer of a co-venturer’s interest or may otherwise restrict our ability to sell
the interest when we desire or on advantageous terms; ‘

» we would not be in a position to exercise sole decision-making authority regarding the property or joint venture, which
could create the potential risk of creating impasses on decisions, such as acquisitions or sales;

»  such co-venturer may, at any time, have economic or business interests or goals that are, or that may become, inconsistent
with our business interests or goals;

»  such co-venturer may be in a position to take action contrary to our instructions, requests, policies or objectives, including
our current policy with respect to maintaining our qualification as a REIT;

+ the possibility that our co-venturer in an investment might become bankrupt, which would mean that we and any other
remaining co-venturers would generally remain liable for the joint venture’s liabilities;

+  our relationships with our co-venturers are contractual in nature and may be terminated or dissolved under the terms of
the applicable joint venture agreements and, in such event, we may not continue to own or operate the interests or assets
underlying such relationship or may need to purchase such interests or assets at a premium to the market price to continue
ownership;

+  disputes between us and our co-venturers may result in litigation or arbitration that would increase our expenses and

' prevent our officers and directors from focusing their time and efforts on our business and could result in subjectlng the
properties owned by the applicable joint venture to additiosial risk; or

»  we may, in certain circumstances, be liable for the actions of our co-venturers, and the activities of a joint venture could
adversely affect our ability to qualify as a REIT, even though we do not control the joint venture.

Any of the above might subject a property to liabilities in excess of those contemplated and thus reduce the returns to our investors.

Costs of complying with governmental laws and regulations may reduce our net income and the cash available for dzstrzbutzons
to our stockholders

All real property and the operatlons conducted on real propetty are subject to federal, state, and local laws and regulatlons relating
to environmental protection and human health and safety. Tenants’ ability to operate and to generate income to pay their lease
obligations may be affected by permitting and compliance obligations arising under such laws and regulations. Some of these
laws and regulations may imposejoint and several liability on tenants, owners, or operators for the costs to investigate or remediate
contaminated properties, regardless of fault or whether the acts eausing the contamination were legal. In addition, the presence of
hazardous substances, or the failure to properly remediate these substances, may hinder our ability to sell, rent, or pledge such
property as collateral for future borrowings.

Compliance with new laws or regulations or stricter-interpretation of existing laws by agencies or the courts may require us to
incur material expenditures. Future laws, ordinances, or regulations may impose material environmental liability. Additionally,
our tenants’ operations, the existing condition of land when we buy it, operations in the vicinity of our properties such as the
presence of underground storage tanks or activities of unrelated third parties may affect our properties. In addition, there are various
local, state, and federal fire, health, life-safety, and similar regulations with which we may be required to comply, and which may
subject us to liability in the form of fines or damages for noncompliance. Any material expenditures, fines, or damages we must
pay will reduce our cash flows and ability to make distributions and may reduce the value of our stockholders’ investment.

As the present or former owner or operator of real property, we could become subject to liability for environmental contamination,
regardless of whether we caused such contamination.

Under various federal, state, and local envitonmental laws, ordinances, and regulations, a current or former owher or operator of
real property may be liable for the cost to remove or remediate hazardous or toxic substances, wastes, or petroleum products on,
under, from, or in such property. These costs could be substantial and liability under these laws may attach whether or not the
owner or operator knew of, or was responsible for, the presence of such contamination. Even if more than one person may have
been responsible for the contamination, each liable party may be held entirely responsible for all of the clean-up costs incurred.
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In addition, third parties may sue the owner or operator of a property for damages based on personal injury, natural resources, or
property damage and/or for other costs, including investigation and clean-up costs, resulting from the environmental contamination.
The presence of contamination on one of our properties, or the failure to properly remediate a contaminated property, could give
rise to a lien in favor of the government for costs it may incur to address the contamination, or otherwise adversely affect our
ability to sell or lease the property or borrow using the property as collateral. In addition, if contamination is discovered on our
properties; environmental laws may impose restrictions on the manner in which property may be used or businesses may be
operated, and these:restrictions may require substantial expenditures or prevent us from entering into leases with prospective
tenants.

Some of our properties are.adjacent to.or near other properties that have contained or currently contain underground storage tanks
used to store petroleum products or other hazardous or toxic substances. In addition, certain of our properties are on, adjacent to,
or near sites upon which others, including former owners or tenants of our properties, have engaged, or may in the future engage,
in activities that have released or may have released petroleum products or other hazardous or toxic substances.

The cost of defending against claims of liability, of remediating any contaminated property, or of paylng personal injury claims
could reduce the amounts available for distribution to our stockholders.

As the owner of real properzji we could become subject to llabzlzty for adverse environmental conditions in the buildings on our
property. : ,

Some of our propetties contain asbestos-containing building materials. Environmental laws require that owners or operators of
buildings containing asbestos properly manage and maintain the asbestos, adequately inform or train those who may come into
contact. with asbestos, and undertake special precautions, including removal or other abatement, in the event that asbestos is
disturbed during building renovation or demolition. These laws may impose fines and penalties on building owners or operators
who fail to comply with these requirements. In addition, environmental laws and the common law may allow third parties to seek
recovery from owners or operators for personal injury associated with exposure to asbestos

The properties also may contain or develop harmful mold or suffer from other air quality issues. Any of these materials or conditions
could result in liability for personal injury and costs of remediating adverse condltions which could have an adverse effect on our
cash flows and ability to make dlstributions to our stockholders.

As the owner ofreal'property, we could become subject to liabz'lity  for a tenant s failure to comply with environmental requirements
regarding the handling and disposal of regulated substances and wastes or for non-compliance with health and safety requirements,
which requirements are subject to change. ~

Some of our tenants may handle regulated substances.and wastes as part of their operations at our properties. Environmental laws
regulate the handling, use, and disposal of these materials and subject our tenants, and potentially us, to liability resulting from
non-compliance with these requirements. The properties in our portfolio also are subject to various federal, state, and local health
and safety requirements, such as state and local fire requirements. If we or our tenants fail to comply with these various requirements,
we might incur governmental fines or private damage awards. Moreover, we do not know whether or the extent to which existing
requirements or their enforcement will change or whether future requirements will require us to make significant unanticipated
expenditures that will materially adversely impact our financial condition, results of operations, cash flows, cash available for
distribution to stockholders, the market price of our common stock, and our ability to satisfy our debt service obligations. If our
tenants become subject to liability for noncompliance, it could affect their ability to make rental payments to us.

We are-and may continue to be subject to lztzgatzon which could have a materzal adverse effect on our financial condition.

We currently are, and are l1kely to continue to be, subject to litigation, 1nc1ud1ng clalms relating to.our operations offerings, and
otherwise in the ordinary course of business. Some of these claims may resuit in significant defense costs and potentially significant
judgments against us, some of which are not, or cannot be, insured against. We generally intend to vigorously defend ourselves;
however, we cannot be certain of the ultimate outcomes of currently asserted claims or of those that arise in the future. Resolution
of these types of matters against us may result in our having to pay significant fines, judgments, or settlements, which, if uninsured,
or if the fines, judgments, and settlements exceed insured levels, would adversely impact our earnings and cash flows, thereby
impacting our ability to service debt and make quarterly distributions to our stockholders. Certain litigation or the resolution of
certain litigation may affect the availability or cost of some of our insurance coverage, which could adversely impact our results
of operations and cash flows, expose us to increased risks that would be uninsured, and/or adversely impact our ability to attract
officers and directors.
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We are subject to stockholder-litigation agaznst certain of our present and former directors and officers, which could exceed the
coverage of our current directors’and officers’ insurance.

We, and various of our present and former directors and officers, are involved in litigation described in “Item 3.—Legal
Proceedings.” We believe that the allegations contained in these complaints are without merit and will continue to vigorously
defend these actions; however, due to the uncertainties inherent in the litigation process, it is not possible to predict the ultimate
outcome of these matters and the risk of material financial loss does exist. We have and may continue to incur significant defense
costs associated with defending these claims.

Although we retain director and officer liability insurance, such insurance does not fully cover ongoing defense costs and there
can be no assurance that it would fully cover any potential judgments against us. A successful stockholder-claim in excess of our
insurance coverage could adversely impact our results of eperations and cash flows, impair our ability to-obtain new director and
officer liability insurance on favorable terms, and/or adversely impact our ability to attract directors and officers.

If we are unable to satisfy the regulatory requirements of Section 404 of the Sarbanes-Oxley Act of 2002, or.if our disclosure
controls or internal control over financial reporting is not effective, investors could lose confidence in our reported financial
mformatzon whzch could adversely affect the perception of our business and the trading price of our common stock.

The design and effectiveness of our dlsclosure controls and procedures and internal control over financial reporting may not prevent
all errors, misstatements, or misrepresentations. Although management will continue to review the effectiveness of our disclosure
controls and procedures and-internal control over financial reporting, there can be no guarantee that our internal control over
financial reporting will be effective in accomplishing all control objectives all of the time. Deficiencies, including any material
weakness, in our internal control over financial reporting which may occur in the future could result in misstatements of our results
of operations, restatements of our financial statements, a decline in the trading price of our common stock, or otherwise materially
adversely affect our business, reputation, results of operations, financial condition, or liquidity.

Compliance or failure to comply with lhe Americans with Disabilities Act and other similar regulations could result in substantial
costs.

Under the Americans with Disabilities Act, places of public accommodation must meet certain federal requirements related to
access and use by disabled persons. Noncompliance could result in the imposition of fines by the federal government or the award
of damages to private litigants. If we are required to make unanticipated expenditures to comply with the Americans with Disabilities
Act, including removing access barriers, then our cash flows and the amounts available for distributions to our stockholders may
~ be adversely affected. Although we believe that our properties are currently in material compliance with these regulatory
requirements, we have not conducted an audit or investigation of all of our properties to determine our compliance, and we cannot
predict the ultimate cost of compliance with the-Americans with Disabilities Actor other legislation. If one or more of our properties
is notin compliance with the Americans with Disabilities Act or other legislation, then we would be required to incur additional
costs to achieve compliance. If we incur substantial costs to comply with the Americans with Disabilities Act or other legislation,
our financial condition; results of operations, the market price of our common stock, cash flows, and our ability to satisfy our debt
obligations and to make distributions to our stockholders could be adversely affected.

Our operating results may suffer because of potentlal development and construction delays and resultant increased costs and
risks. ‘

In the future, we may acquire and develop properties, including unimproved real properties, upon which we will construct
improvements. We may be subject to uncertainties associated with re-zoning for development, environmental concerns of
governmental entities and/or community groups, and our builders’ ability to build in conformity with plans, specifications, budgeted
costs and timetables. A builder’s performance may also be affected or delayed by conditions beyond the builder’s control. Delays
in completing construction could also give tenants the right to terminate preconstriiction leases. We may incur additional risks
when we make periodic progress payments-or other advances to builders before they complete construction. These and other
factors can result in increased costs of a pr